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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Barry County Substance Abuse Services
Hastings, Michigan

We have audited the accompanying component unit financial statements of the governmental activities and the major fund
of the Barry County Substance Abuse Services, a component unit of Barry County, Michigan as of September 30, 2004,
which collectively comprise the Service’s basic financial statements as listed in the table of contents. These component unit
financial statements are the responsibility of the Board of Directors. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion the financial statements referred to in the first paragraph present fairly, in all material respects, the financial
position of the governmental activities and the major fund of the Barry County Substance Abuse Services as of September
30, 2004, and the respective changes in financial position, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated December 22, 2004, on our
consideration of Barry County Substance Abuse Services’ internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

The management’s discussion and analysis and budgetary comparison information as identified in the table of contents are
not a required part of the financial statements but are supplementary information required by the Government Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

108 N. Spring St. = St. Johns, Ml 48879-1574 = (989) 224-6836 = FAX: (989) 224-6837
745 Barclay Circle, Suite 335, PO Box 70067 = Rochester Hills, Ml 48307 = (248) 844-2550 = FAX: (248) 844-2551



Our audit was performed for the purpose of forming an opinion on the component unit financial statements that collectively
comprise the Barry County Substance Abuse Services financial statements. The Other Supplementary Information listed in
the Table of Contents is presented for purposes of additional analysis and is not a required part of the component unit
financial statements of the Barry County Substance Abuse Services. Such information has been subjected to the auditing
procedures applied in the audit of the component unit financial statements and, in our opinion, is fairly stated in all material
respects in relation to the component unit financial statements taken as a whole.

ﬂ»@g’%ﬂc.

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

December 22, 2004



Management’s Discussion and Analysis
For Fiscal Year Ended September 30, 2004

Barry County Substance Abuse Services is in its second year under the provisions of Governmental
Accounting Standards Board Statements 34 (GASB 34) with the enclosed financial statements. This
section of the annual financial statements, titled Management’s Discussion and Analysis, represents the
administration’s review of the Agency’s financial performance during the fiscal year ended September
30, 2004, and is a requirement of GASB 34. The Management’s Discussion and Analysis is intended
to be read in conjunction with the agency’s financial statements.

Generally accepted accounting principles (GAAP) according to GASB 34 require the reporting of two
types of financial statements: Government-wide financial statements and Fund Level financial
statement.

Financial Highlights

e The assets of the agency exceeded its liabilities at September 30, 2004, by $66,039 at
the government-wide level. Of this amount, $64,239 (unrestricted net assets) may be
used to meet the agency’s ongoing obligations.

e The agency’s total net assets increased by $42,799 as a result of this year’s operations.

e As of September 30, 2004, the agency’s governmental fund reported an ending fund
balance of $83,187, an increase of $46,517.

e As of September 30, 2004, the unreserved and undesignated fund balance was $83,187.

Overview of the Financial Statements

Barry County Substance Abuse Services basic financial statements comprise three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the financial
statements. This report also contains other supplementary information in addition to the basic financial
statements themselves.

Government-wide Financial Statements: The government-wide financial statements provide
information about the activities of the entire agency. They present an overall view of the agency’s
finances, reporting the assets and liabilities on fiscal year ended September 30, 2004.

The statement of net assets presents information on all of the Barry County Substance Abuse Services
assets and liabilities, with the difference between the two reported as net assets. Over time, increases
or decreases in net assets may serve as a useful indicator of whether the financial position of the
agency is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed

during fiscal year 2003/04. All changes in net assets are reported as soon as the change occurs,
regardless of the timing of related cash flows.



Barry County Substance Abuse Services program is supported by intergovernmental revenues,
governmental grants, fees and charges for services, and other local and miscellaneous revenues. The
governmental activities of the agency are all considered health and welfare programs. Barry County
Substance Abuse Services does not operate any programs that are intended to recover all or a
significant portion of their costs through user fees and charges.

The government-wide financial statements include only financial information related to Barry County
Substance Abuse Services.

Fund Financial Statements: A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. Barry County Substance
Abuse Services uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. Barry County Substance Abuse Services operates with one fund, which is considered a
governmental fund.

Governmental Funds: Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term financing
decisions. In addition to the governmental fund balance sheet and governmental fund statement of
revenues, expenditures, and changes in fund balance the Agency has provided reconciliations to
facilitate the comparison between governmental funds and governmental activities.

Barry County Substance Abuse Services adopts an annual appropriated budget for its Special Revenue
Fund. A budgetary comparison statement has been provided for this fund to demonstrate compliance
with this budget.

The basic governmental fund financial statements can be found on pages 1-6 of this report.

Notes to the Financial Statements: The noted provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes
to the financial statements can be found on pages 7-13 of this report.

Governmental-wide Financial Analysis: As notes earlier, net assets may serve over time as a useful

indicator of a government’s financial position. In the case of Barry County Substance Abuse Services,
assets exceeded liabilities by $66,039 at September 30, 2004.
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The following summarizes the net assets as of September 30, 2004:

Condensed Statement
of Net Assets as of

September 30,
2004 2003
Assets
Current assets $ 98,981 $ 47,661
Noncurrent assets 19,303 -
Total assets 118,284 47,661
Liabilities
Current liabilities 31,965 17,169
Noncurrent liabilities 20,280 7,252
Total liabilities 52,245 24,421
Net Assets
Invested in capital assets
net of related debt 1,800 -
Unrestricted 64,239 23,240
Total net assets $ 66,039 $ 23,240

Unrestricted net assets (the part of net assets that can be used to finance day-to-day operations) were
$64,239 at the end of the fiscal year.

For the fiscal year ended September 30, 2004 and 2003, the government-wide results of operations
were:

Condensed
Statement of Activities
Year Ended
September 30,
2004 2003
Program revenues
Charges for services $ 201,264 $ 103,167
Operating grants and
other/contributions 344,928 367,769
General revenue
Miscellaneous 11,567 720
Total revenues 557,759 471,656
Total Program expenses 514,960 431,417

Change in net assets $ 42,799 $ 40,239



For the year ended September 30, 2004 charges for services increased $98,097 due to added programs
and additional services provided to more clients in FY2004.

Total expenditures increased approximately 19% compared to last year due to the above noted added
programs and additional services provided during the current year.

Financial Analysis of the Government’s Fund

As noted earlier, Barry County Substance Abuse Services uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

Governmental Fund: The focus of Barry County Substance Abuse Services governmental fund is to
provide information on near-term inflows, outflows, and balances of spendable resources. Such
information is useful in assessing Barry County Substance Abuse Services financing requirements. In
particular, unreserved-undesignated fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, Barry County Substance Abuse Services governmental fund
reported an ending fund balance of $83,187, an increase of $46,517 in comparison with the prior year.

As a measure of the governmental fund’s liquidity, it may be useful to compare unreserved fund
balance, total fund balance, and unreserved-undesignated fund balance to total fund expenditures.
Unreserved-undesignated fund balance/total fund balance represents approximately 15.5 percent of
total fund expenditures.

Governmental Fund Budgetary Highlights

Over the course of the year, Barry County Substance Abuse Services Board of Directors amended its
budgets to take into account events that occurred during the year. For the year ended September 30,
2004 two amendments were adopted by the County Commission. These amendments resulted in the
account being within 2% of budgeted amounts as a total. Individual program budgets were within
acceptable variance with the exception of treatment. Treatment expenditures were significantly above
budgeted amounts due to unusually high demand experienced during the summer months that resulted
in unanticipated personnel costs during that time. Since this trend only became apparent late in the
fiscal year and since fees and collections absorbed these expenses no amendment was undertaken to
reflect these overages. Capital outlay was over budget due to the accounting requirement to record the
equipment acquired during the year through capital lease. Capital lease proceeds were reflected as
revenue and the cost of the equipment was reported as capital outlay. Neither of these transactions
were budgeted for but collectively they do not have a net fund balance effect.

Capital Asset and Debt Administration

Capital Assets: Barry County Substance Abuse Services utilizes Barry County’s capital asset policy
threshold of $5,000 to record all capital assets. At the end of the fiscal year, the Service had $19,303
invested in furniture and fixtures (net of accumulated depreciation). Prior to 2004, the Service had no
assets that were greater than the $5,000 threshold. In FY2004 the Service added $24,129 in furniture
and fixtures.
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Long-term Obligations: The agency has long-term obligation related to compensated absences (e.g.,
unused vacation and personal leave) and a capital lease. The capital lease obligation of $24,129 was
issued in FY2004 for the above noted furniture and fixtures. $4,213 in principal payments were made
on this lease leaving a balance outstanding at September 30, 2004 of $19,916. The total liability for
compensated absences at September 30, 2004 was $16,535. This obligation increased by $3,105 in the
current year. A detailed description of long-term debt is presented in Note D.

Economic Factors and Next Year’s Budget and Rates

FY04 saw the growth and maturing of services to two drug treatment courts serving Barry County that
increased revenues. The Barry County Drug Court presided over by Judge James Fisher, in which the
court purchased time for drug court administrative duties performed by BCSAS personnel ($7,500 in
FY2004) and Barry County Juvenile Drug Court presided over by Judge Stephanie Fekkes which
increased the purchase of treatment services by $20,693 over FY2003.

Planning for FY2005 was based on an assumption that demand would continue at current rates for all
services, with the addition that a governmental grant project focused on Methamphetamine
Proliferation Prevention will be implemented. It is anticipated that BCSAS will serve as fiduciary for
some $20,583 managed by a coalition of community organizations.

Since an overall revision of the salary schedule is not contemplated, increases to salaries are based on
awards for annual service. The planning base for these increases was 3% as has historically been the
case.

Increased fringe benefit costs were known at the time of budget development and are included in
FY2005 planning. Employee health insurance premiums and retirement plan payments have again
increased for the coming year.

Revenues estimates are based on governmental grants projected prior to budget development. It must
be noted that the State of Michigan has experienced continuing poor revenues for five years such that
overall availability could be affected. In addition, planning assumes the continued demand of two drug
courts that are funded by governmental grants that have not been approved to date. Revisions would
be necessary should any of these sources of funding be reduced.

A revision of the rate schedule for services offered by the organization will be taken up during the
winter of 2005.

No Equipment purchases have been anticipated in the coming budget year, although contingency
planning has resulted in a small amount being set aside for unanticipated needs. Inasmuch as a quality
accreditation survey will be undertaken in early 2006, fee’s and expenses in the amount of $7,000 in
preparation of that survey are included in planning for FY2005.

CONTACTING BARRY COUNTY SUBSTACE ABUSE FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, customers, taxpayers, supporters and creditors
with a general overview of Barry County Substance Abuse Services finances and to show
accountability for the money it receives. If you have any questions, contact the Executive Director,
Barry County Substance Abuse Services, 206 W. Court St., Suite 104, Courts and Law Building,
Hastings, M1l 49058 or call 877-489-9084.
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Barry County Substance Abuse Services
STATEMENT OF NET ASSETS

September 30, 2004

ASSETS
Current assets
Cash
Due from state

Total current assets

Noncurrent asssets
Capital assets, net of accumulated depreciation

TOTAL ASSETS

LIABILITIES
Current liabilities
Accounts payable
Accrued liabilities
Current portion of capital lease payable
Current portion of compensated absences

Total current liabilities
Noncurrent liabilities
Capital lease payable
Compensated absences
Total noncurrent liabilities
TOTAL LIABILITIES
TOTAL NET ASSETS
Invested in capital assets, net of related debt

Unrestricted

TOTAL NET ASSETS

See accompanying notes to financial statements.

Governmental
Activities

$ 46,975
52,006

98,981

21,716

120,697

535
15,259
4,596
11,575

31,965

15,320
4,960

20,280

52,245

1,800
66,652

$ 68,452




Barry County Substance Abuse Services

STATEMENT OF ACTIVITIES

Year Ended September 30, 2004

Net Revenue
and Changes

Program Revenues in Net Assets
Operating
Charges for Grants and Governmental
Functions/Programs Expenses Services Contributions Activities
Governmental activities:
Health and welfare $ 512547 $ 209,693 $ 336,499 $ 33,645
General revenues:

Miscellaneous 11,567
Change in net assets 45,212
Net assets, beginning of the year 23,240
Net assets, end of the year $ 68,452

See accompanying notes to financial statements.



Barry County Substance Abuse Services
GOVERNMENTAL FUND BALANCE SHEET

September 30, 2004

ASSETS
Cash
Due from state

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable
Accrued liabilities

TOTAL LIABILITIES

FUND BALANCE
Unreserved - undesignated

TOTAL LIABILITIES
AND FUND BALANCE

See accompanying notes to financial statements.

Special
Revenue

46,975
52,006

98,981

535
15,259

15,794

83,187

98,981




Barry County Substance Abuse Services

RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

September 30, 2004

Total fund balance - governmental funds $ 83,187

Amounts reported for the governmental activities in the statement
of net assets are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported as assets in the governmental funds.

The cost of capital assets is 24,129
Accumulated depreciation is (2,413)
21,716
Long-term liabilities are not due and payable in the current period and
therefore are not reported in the Governmental Funds Balance Sheet.
Long-term liabilities at year-end consist of;
Capital lease payable (19,916)
Compensated absences (16,535)
(36,451)
Net assets of governmental activities $ 68,452

See accompanying notes to financial statements.



Barry County Substance Abuse Services

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE - GOVERNMENTAL FUND

Year Ended September 30, 2004

REVENUES

Intergovernmental
Federal grants $ 221,220
State grants 56,690
Local grants 58,589
Charges for services 209,693
Other 11,567
TOTAL REVENUES 557,759

EXPENDITURES
Health and welfare

Treatment 268,867
Prevention 121,032
Women specialty 76,114
Assessment 45,229
Capital outlay 24,129
TOTAL EXPENDITURES 535,371

EXCESS OF REVENUES OVER
EXPENDITURES 22,388

OTHER FINANCING SOURCES
Capital lease proceeds 24,129

EXCESS OF REVENUES AND
OTHER FINANCING SOURCES

OVER EXPENDITURES 46,517
Fund balance, beginning of year 36,670
Fund balance, end of year $ 83,187

See accompanying notes to financial statements.



Barry County Substance Abuse Services

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGE

IN FUND BALANCE OF GOVERNMENTAL FUND TO THE STATEMENT OF ACTIVITIES

Year Ended September 30, 2004

Net change in fund balance - total governmental funds

Capital outlays are reported as expenditures in governmental funds. However, in the
statement of activities, the cost of capital assets is allocated over their estimated useful
lives as depreciation expense. In the current period, these amounts are:

Capital outlay 24,129
Depreciation expense (2,413)

Excess of capital outlay over
depreciation expense

Repayment of long-term debt and borrowing of long-term debt is reported as expenditures
and other financing sources in governmental funds, but the repayment reduces long-term
liabilities and the borrowings increase long-term liabilities in the statement of net assets.
In the current year, these amounts consist of:

Capital lease proceeds (24,129)
Capital lease principal retirement 4,213

Excess of lease retirement over
lease proceeds

Some items reported in the statement of activities do not require the
use of current financial resources and therefore are not reported as

expenditures in governmental funds. These activities consist of:

Increase in accrued compensated absences

Change in net assets of governmental activities

See accompanying notes to financial statements.

$

$

46,517

21,716

(19,916)

(3,105)

45,212



Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Barry County Substance Abuse Services (the Service) was established in 1976 under the charter of Barry County
Board of Commissioners, to develop, promote and support programs in substance abuse prevention and
treatment. The Barry County Substance Abuse Service activities are overseen by a nine (9) member board of
Directors of which three (3) members are County Commissioners and six (6) members are from the community at
large. Much of Barry County Substance Abuse Services’ funding comes from a contract with Kalamazoo Human
Service Department, Substance Abuse Services, which is charged with funding and overseeing services in Barry,
Branch, Kalamazoo, and St. Joseph Counties.

1. Reporting Entity

As required by accounting principles generally accepted in the United States of America; GASB Statement No. 14,
The Financial Reporting Entity; and Statement on Michigan Governmental Accounting and Auditing No. 5, these
financial statements are exclusive presentations of the financial condition and results of operations of the Barry
County Substance Abuse Services. The Agency is considered a component unit of Barry County, Michigan and is
blended in Barry County’s (the Primary Government) financial statements. A copy of the County’s audited financial
statements may be obtained at the County Courthouse in Hastings, Michigan.

2. Basis of Presentation

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The statement of net assets and the statement of activities (the Government-wide statements) present information
for the Service as a whole.

The statement of activities presents the direct functional expenses of the Service and the program revenues that
support them. Direct expenses are specifically associated with a service, program, or department and are
therefore clearly identifiable to a particular function. Program revenues are associated with specific functions and
include charges to recipients for services and grants and contributions that are restricted to meeting the
operational or capital requirements of that function. Revenues that are not required to be presented as program
revenues are general revenues. This includes all interest and other general revenues and shows how
governmental functions are either self-financing or supported by the general revenues of the Service.

FUND FINANCIAL STATEMENTS

The Operating fund is presented using the current financial resources measurement focus. With this
measurement focus, only current assets and current liabilities generally are included on the balance sheet.
Operating statements of this fund present increases (i.e., revenues) and decreases (i.e., expenditures) in net
current assets.

The major fund of the Service is:

a. The Operating (Special Revenue) Fund is the general operating fund of the Service. It is used to account for
all financial resources.

3. Measurement Focus

The government-wide financial statements are presented using the economic resources measurement focus,
similar to that used by business enterprises or not-for-profit organizations. Because another measurement focus is
used in the governmental fund financial statements, reconciliations to the government-wide statements are
provided that explain the differences in detail.



Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

3. Measurement Focus - continued

All governmental funds are presented using the current financial resources measurement focus. With this
measurement focus, only current assets and current liabilities generally are included on the balance sheet.
Operating statements of these funds present increases (i.e., revenues and other financing sources) and decreases
(i.e., expenditures and other financing uses) in net current assets.

4. Basis of Accounting

Basis of accounting refers to when revenues and expenditures are recognized in the accounts and reported in the
financial statements. Basis of accounting relates to the timing of the measurements made, regardless of the
measurement focus applied.

All governmental funds are accounted for using the modified accrual basis of accounting. Under this method,
revenues are recognized when they become susceptible to accrual (when they become both "measurable” and
"available to finance expenditures of the current period”). Revenues, which are considered measurable but not
available, are recorded as a receivable and deferred revenue. Expenditures are generally recognized under the
modified accrual basis of accounting when the related fund liability is incurred, except for interest on long-term debt
which is recorded when due.

5. Budgets and Budgetary Accounting

The Special Revenue Fund budget shown in the financial statements was prepared on the same modified accrual
basis used to reflect actual results. The Agency employs the following procedures in establishing the budgetary
data reflected in the financial statements.

a. The Agency prepares the proposed operating budget for the fiscal year commencing the following October
1. The operating budget includes proposed expenditures and resources to finance them.

b. Prior to October 1, the budget is legally enacted through board approval.

c. The budget is legally adopted at the total expenditure level; however, they are maintained at the account
level for control purposes.

d. Budgeted amounts are reported as originally adopted or amended by the Agency during the year.
6. Cash
The Agency operated out of a pooled account which the County pools cash resources of various funds in order to
facilitate the management of cash. Cash applicable to a particular fund is readily identifiable. The balance in the
pooled cash accounts is available to meet current operating requirements. Cash in excess of current requirements
is invested in various interest bearing securities and disclosed as investments when present.

7. Receivables

Receivables consist of amounts due from governmental units for various programs and accounts receivable
related to charges for services.



Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

8. Capital Assets

Capital assets include furniture and fixtures and are recorded (net of accumulated depreciation, if applicable) in the
government-wide financial statements under the governmental activities column. Capital assets are those with an
initial individual cost of $5,000 or more and an estimated useful life of more than one year. Capital assets are not
recorded in the governmental funds. Instead, capital acquisition and construction are reflected as expenditures in
governmental funds, and the related assets are reported in the government-wide financial statements. All
purchased capital assets are valued at cost where historical records are available and at an estimated historical
cost where no historical records exist. Donated capital assets are valued at their estimated fair market value on
the date received.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized. Depreciation is computed using the straight-line method over the following useful lives:

Furniture and fixtures 5 years

9. Long-Term Liabilities

Long-term debt and other long-term obligations are recognized as a liability in the government-wide financial
statements when incurred. The portion of those liabilities expected to be paid within the next year is a current
liability with the remaining amounts shown as long-term.

10. Compensated Absences

In accordance with personnel policies, individual employees have vested rights upon termination of employment to
receive payment for unused vacation and sick leave under formulas and conditions specified in the personnel
policies handbook.

Vested vacation and sick leave earned as of September 30, 2004, including related payroll taxes, is recorded in
the government-wide financial statements.

11. Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the United States
of America, management is required to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenues and expenditures during the reporting period. Actual results could differ from
those estimates.

12. Comparative Data

Comparative data for the prior year has not been presented in the accompanying financial statements since their
inclusion would make the statements unduly complex and difficult to read.



Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE B: CASH

In accordance with Michigan Compiled Laws, the Agency is authorized to invest in the following investment
vehicles:

1.

Bonds, securities, and other obligations of the United States or an agency or instrumentality of the United
States.

Certificates of deposit, savings accounts, deposit accounts, or depository receipts of a State or nationally
chartered bank or a State or Federally chartered savings and loan association, savings bank, or credit union
whose deposits are insured by an agency of the United States government and which maintains a principal
office or branch office located in this State under the laws of the State or the United States, but only if the
bank, savings and loan association, savings bank, or credit union is eligible to be a depository of surplus funds
belong to the State under Section 5 or 6 of Act No. 105 of the Public Acts of 1855, as amended, being Section
21.145 and 21.146 of the Michigan Compiled Laws.

Commercial paper rated at the time of purchase within the three (3) highest classifications established by not
less than two (2) standard rating services and which matures not more than 270 days after the date of
purchase. Not more than 50% of any fund may be invested in commercial paper at any time.

The United States government or federal agency obligations repurchase agreements.

Bankers acceptances of United States banks.

Mutual funds composed of investment vehicles that are legal for direct investment by local units of government
in Michigan.

Federal Deposit Insurance Corporation (FDIC) regulations provide that deposits of governmental units are to be
separately insured for the amount of $100,000 for deposits in an insured bank for savings deposits and $100,000
for demand deposits. Furthermore, if specific deposits are regulated by statute or bond indenture, these specific
deposits are to be separately insured for the amount of $100,000. Michigan Compiled Laws allow for
collateralization of government deposits if the assets for pledging are acceptable to the State Treasurer under
Section 3 of 1855 PA 105, MCL 21.143, to secure deposits of State surplus funds, securities, issued by the
Federal Loan Mortgage Corporation, Federal National Mortgage Association, or Government National Mortgage
Association.

Cash on the balance sheet consists of the following:

Deposits with Barry County common cash pool account $ 46,975

The Agency’s bank deposits at September 30, 2004, are composed of the following:

Carrying Bank
Amount Balance

$ 46,975 $ 46,975

The deposits with Barry County in the common pooled cash account in the amount of $46,975 cannot be
categorized due to being combined with other County funds.
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Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE C: CAPITAL ASSETS

Capital asset activity for the year ended September 30, 2004 was as follows:

Balance Balance
Oct. 1, 2003 Additions Deletions Sept. 30, 2004
Governmental activities
Furniture and fixtures $ - % 24129  $ - % 24,129
Less accumulated depreciation for:
Furniture and fixtures - ( 2413) - ( 2413)
Capital assets, net $ -0- $ 21,716 $ -0- $ 21,716

Depreciation expense of $2,413 was included on the statement of activities under the “health and welfare” function.

NOTE D: LONG-TERM DEBT

The following is a summary of the changes in long-term debt (including current portion) of the Agency for the year
ended September 30, 2004:
Amounts
Balance Balance Due Within
Oct. 1,2003  Additions Deletions Sept. 30, 2004 _One Year

Capital lease $ -$ 24129 $ 4213 $ 19916 $ 4,596
Compensated absences 13,430 3,105 - 16,535 11,575

$ 13430 $ 27234 $ 4213 $§ 36451 $ 11,575

Compensated Absences

In accordance with Agency personnel policies, individual employees have vested rights upon termination of
employment to receive payment for unused vacation and sick leave under formulas and conditions specified in
their personnel policies handbook.

The dollar amount of these vested rights including related payroll taxes, amounted to $11,394 and $5,141 for
vacation and sick leave, respectively, at September 30, 2004. This amount, $16,535, has been reported as a
current and noncurrent liability, based on management’'s determination, in the government-wide financial
statements.

Capital Lease

The Agency has entered into one (1) lease purchase agreement, under act 99 PA of 1933, as amended, to
finance the acquisition of office furniture and equipment. The liability for the office furniture and equipment is
recorded in the government-wide financial statements. The cost of the office furniture and equipment amounted to
$24,129. This noninterest bearing capital lease has been recorded at the present value of the future minimum
lease payments as of the date of their inception. This lease qualifies as a capital lease for accounting purposes
because substantially all of the benefits and risks inherent in the ownership of the property rest with the Agency.

-11 -



Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE D: LONG-TERM DEBT - CONTINUED

Capital Lease - continued

Commitments under this lease agreement (with interest at 0%) provide for the minimum annual payments as
follows:
Years Ending

September 30, Principal
2005 $ 4,596
2006 4,596
2007 4,596
2008 4,596
2009 1,532

$ 19,916

NOTE E: OPERATING LEASE

The Agency is obligated under a noncancelable vehicle lease expiring August 2007. Vehicle rent expense related
to this operating lease was $636 for the year ended September 30, 2004. Future minimum lease payments are as
follows:

Years Ending

September 30,

2005 $ 3,817
2006 3,817
2007 3,182

$ 10816

NOTE F: EMPLOYEE RETIREMENT SYSTEM

The Agency is included within the County’s retirement plan and the County participates in the Michigan Municipal
Employees Retirement System (MERS), an agent multiple employer public retirement system. MERS is
authorized and operated under State law, Act 135 of the Public Acts of 1945, as amended. The Michigan
Municipal Employees Retirement System issues a publicly available financial report that includes financial
statements and required supplementary information for the system. That report may be obtained by writing to the
System at 1134 Municipal Way, Lansing, Michigan 48917. All full-time County employees are covered by the
retirement system with exception of the Road Commission employees. The Road Commission employees are
covered under a separate retirement plan. The retirement plan also includes employees that work for County
departments who are excluded from the County’s combined financial statements. The excluded departments
(component units) that are in the plan include the Barry County Medical Care Facility, Barry County Transit, and
Barry County Community Mental Health Services.

The benefits and conditions outlined below are for general information only. Public Act 427 of 1984, as amended,
covers the benefits and conditions of the Municipal Retirement systems.

Normal Retirement:

Age 50 with 25 or more years of credited service
Age 55 with 15 or more years of credited service
Age 60 with 10 or more years of credited service
Mandatory Retirement: None
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Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE F: EMPLOYEE RETIREMENT SYSTEM - CONTINUED

Deferred Retirement:

The termination of membership before age 60, other than by retirement or death, after 10 years of credited
service is considered a deferred retirement. Retirement allowance begins upon application and satisfaction of
normal retirement requirements. The retirement allowance is computed in the same manner as a service
retirement with the applicable benefit program being determined as of the date of termination of membership.

Rights to an allowance are forfeited if the member's accumulated contributions are withdrawn.

Benefit allowances are computed based on the applicable criteria as detailed within the plan. Death and disability
benefits are also provided.

Funding Policy

Covered employees can contribute between 0% and 10% of their annual salary to the retirement system.
Employees hired prior to 1985 may be allowed to contribute 3% of the first $4,200 of annual compensation and 5%
of portions over $4,200. The County is required to contribute the remaining amounts necessary to fund the
system.

Annual Pension Cost

For the year ended December 31, 2003, the County’s annual pension cost of $872,599 for the plan was equal to
the County’s required contribution. The annual required contribution was determined as part of an actuarial
valuation of the plan as of December 31, 2003, using the entry actual age cost method. Significant actuarial
assumptions used in determining the pension benefit obligation include (1) a rate of return on the investment of
present and future assets of 8.0%, (2) projected salary increases of 5% per year compounded annually,
attributable to inflation, (3) additional projected salary increases ranging from 0.0% to 4.2% per year, depending on
age, attributable to seniority/merit. The employer contribution rate has been determined based on the entry age
normal funding method. Under the entry age normal cost funding method, the total employer contribution is
comprised of the normal cost plus the level annual percentage of payroll payment required to amortize the
unfunded actuarial accrued liability over 30 years. The employer normal cost is, for each employee, the level
percentage of payroll contribution (from entry age to retirement) required to accumulate sufficient assets at the
member’s retirement to pay for his or her projected benefit.

Three (3) year trend information

Year Ended December 31,

2001 2002 2003
Actuarial value of assets $ 19,730,591 $ 19,386,651 $ 21,025,746
Actuarial accrued liability (AAL) (entry age) 26,673,502 27,151,679 29,580,622
Unfunded AAL 6,942,911 7,765,028 8,554,876
Funded ratio 74% 71% 71%
Covered payroll 11,711,650 10,625,853 11,267,166
UAAL as a percentage of covered payroll 59% 73% 76%
Annual pension cost 596,306 625,915 872,599
Percentage of APC contributed 100% 100% 100%

Net pension obligation - - -
This trend information was obtained from the most recently issued actuarial reports.

The Agency’s annual pension contribution was $34,192.
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Barry County Substance Abuse Services
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE G: RISK MANAGEMENT

The Agency, as a fund of Barry County, is protected from losses as described in the note captioned “Risk
Management” within the County’s Annual Financial Report.

NOTE H: RELIANCE ON FUNDING SOURCES

The Agency receives a majority of its support from the County of Kalamazoo substance abuse program, State,
and local grant revenues. A significant reduction in the level of this support, if it were to occur, would have an
effect on the Agency’s programs and activities.

NOTE I: EXCESS OF EXPENDITURES OVER APPROPRIATIONS

Michigan Public Act 621 of 1978, Sections 18 and 19, as amended, provides that a local governmental unit not
incur expenditures in excess of the amounts appropriated.

During the year ended September 30, 2004, the Agency incurred expenditures in excess of the amounts
appropriated as follows:
Amounts Amounts

Appropriated Expended Variance

Treatment $ 252905 $ 268867 $ 15962
Capital Outlay - 24,129 24,129
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Barry County Substance Abuse Services

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL - SPECIAL REVENUE FUND

Year Ended September 30, 2004

Variance
Original Amended Favorable
Budget Budget Actual (Unfavorable)
REVENUES
Intergovernmental
Federal grants $ 181,920 $ 181,920 $ 221,220 $ 39,300
State grants 68,693 68,693 56,690 (12,003)
Local grants 65,500 65,500 58,589 (6,911)
Charges for services 159,766 159,766 209,693 49,927
Other 5,000 5,000 11,567 6,567
TOTAL REVENUES 480,879 480,879 557,759 76,880
EXPENDITURES
Health and welfare
Treatment 252,905 252,905 268,867 (15,962)
Prevention 117,744 121,480 121,032 448
Women specialty 60,335 78,020 76,114 1,906
Assessment 49,895 49,895 45,229 4,666
Capital outlay - - 24,129 (24,129)
TOTAL EXPENDITURES 480,879 502,300 535,371 (33,071)
EXCESS OF REVENUES OVER
EXPENDITURES -0- (21,421) 22,388 43,809
OTHER FINANCING SOURCES
Capital lease proceeds - - 24,129 24,129
EXCESS OF REVENUES AND
OTHER FINANCING SOURCES
OVER EXPENDITURES -0- (21,421) 46,517 67,938
Fund balance, beginning of year 36,670 36,670 36,670 -0-
Fund balance, end of year $ 36,670 $ (6,172) $ 83,187 $ 67,938
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Barry County Substance Abuse Services

Special Revenue Fund

SCHEDULE OF EXPENDITURES BY PROGRAM

Year Ended September 30, 2004

EXPENDITURES
Salaries and wages
Payroll taxes and other fringe benefits

Total salaries and related expenditures
Travel
Supplies and materials
Contracted services

Other

TOTAL EXPENDITURES

Women

Treatment Prevention Specialty
$ 181,298 $ 71,969 37,579
58,037 22,849 14,428
239,335 94,818 52,007
2,210 5,522 1,451
8,990 11,205 9,337
2,096 1,765 4,429
16,236 7,722 8,890
$ 268,867 $ 121,032 76,114
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Assessment Total
$ 29,063 $ 319,909
11,528 106,842
40,591 426,751
295 9,478
2,928 32,460
226 8,516
1,189 34,037
$ 45,229 $ 511,242
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Barry County Substance Abuse Services
Hastings, Michigan

We have audited the component unit financial statements of the Barry County Substance Abuse Services as of and for the
year ended September 30, 2004, and have issued our report thereon dated December 22, 2004. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Barry County Substance Abuse Services’ internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal
control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that
might be material weaknesses. A material weakness is a reportable condition in which the design or operation of one of
more of the internal control components does not reduce to a relatively low level the risk that misstatements caused by error
or fraud in amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider to material weaknesses.
However, we noted other instances involving control over financial reporting that we have reported to the management of
Barry County Substance Abuse Services in a separate letter dated December 22, 2004.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Barry County Substance Abuse Services’ financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts
and grants, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards. However, we noted certain immaterial instances of
noncompliance that we have reported to the management of the Barry County Substance Abuse Services in a separate
letter dated December 22, 2004.

108 N. Spring St. = St. Johns, Ml 48879-1574 = (989) 224-6836 = FAX: (989) 224-6837
745 Barclay Circle, Suite 335, PO Box 70067 = Rochester Hills, Ml 48307 = (248) 844-2550 = FAX: (248) 844-2551
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This report is intended for the information and use of management and the Board of Directors of Barry County Substance
Abuse Services, the Federal awarding agencies and the pass through entities and is not intended to be, and should not be,
used by anyone other than these specified parties.

ﬂéu@mf’%ﬁc.

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

December 22, 2004
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MANAGEMENT LETTER

To the Board of Directors
Barry County Substance Abuse Services
Hastings, Michigan

As you know, we have recently completed our audit of the records of the Barry County Substance Abuse Services as of and
for the year ended September 30, 2004. In connection with the audit, we feel that a certain change in your accounting and
administrative procedures would be helpful in improving management's control and the operational efficiency of the
accounting and administrative functions. This suggestion is a result of our evaluation of the internal control structure and our
discussions with management.

1. All revenues and expenses should be recorded in the proper account.

During our audit, we noted instances where the revenues and expenditures were recorded in incorrect revenue and
expenditure line items.

We suggest that the bookkeeper ensure that all revenues and expenses are recorded in the proper revenue or expense
line item. This will give the Board an accurate presentation of the revenues and expenditures during their review of the
monthly financial statements.

This condition was considered in determining the nature, timing, and extent of the audit tests to be applied in our audit of
the component unit financial statements, and this report does not affect our report on the component unit financial
statements dated December 22, 2004.

This report is intended solely for the information of management and the Board of Directors of Barry County Substance
Abuse Services and is not intended to be used by anyone other than these specified parties.

We wish to express our appreciation for the courtesy and cooperation extended to us during our audit. We are available to
discuss any or all of these suggestions with you and to provide assistance in the implementation of improvements.

M;’%ﬂc.

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

December 22, 2004
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